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TEACHER RETIREMENT SYSTEM OF TEXAS MEETING
BOARD OF TRUSTEES

AGENDA
May 13,2016 — 9:00 a.m.
TRS East Building, 5" Floor, Boardroom

All or part of the May 13, 2016 meeting of the TRS Board of Trustees may be held by telephone
conference call as authorized under Section 551.130 of Texas Government Code. The Board
intends to have a quorum physically present at the following location: 1000 Red River Austin,
Texas 78701 in the TRS East Building, 5" Floor, Boardroom.

NOTE: The Board may take up any item posted on the agenda during its meeting on Friday, May
13, 2016. The open portions of the May 2016, Board meeting are being broadcast over the
Internet. Access to the Internet broadcast of the Board meeting is provided on TRS' website at
WWW.Irs.texas.gov.

1. Call roll of Board members. [Estimated time 9:00]
2. Consider the following administrative matters — David Kelly: /Estimated time 9:00— 9:15]
A. Welcome new trustees, as applicable.
B. Excuse Board member absences from the April 7, 2016 Board meeting.
C. Consider approval of the April 7, 2016 proposed meeting minutes.
D. Consider the election of the Board Vice-Chair.
E. Consider consenting to the Board Chair's appointment of committee members, and
receive the Board Chair's public announcement of committee chairs.
F. Consider setting, rescheduling, or canceling future Board meetings.
G. Recognize the service of outgoing trustees, as applicable.

3. Provide opportunity for public comments — David Kelly. /Estimated time 9:15 — 9:30]

4. Review and discuss the Executive Director's report on the following matters — Brian
Guthrie: [Estimated time 9:30 — 10:15]

A. Administrative operational matters, including updates on the Executive Director’s
goals, financial, audit, legal, staff services, investment matters, board
administration, special projects, long-term space planning, strategic planning
matters, the 2016 CEM Global Pension Administration Conference, and
procurements associated with the Financial System Replacement Project.


http://www.trs.texas.gov/

The financial awareness video series, including viewing a video from the series.

Board operational matters, including a review of draft agendas for upcoming
meetings.

Event notices or reminders; holiday and other schedules of interest; board member,
employee or other individual recognitions; and expressions of thanks,
congratulations, or condolences.

Discuss the TRS health benefits programs and receive an update on the following matters
— Katrina Daniel and William Hickman and Amy Cohen, Gabriel, Roeder, Smith &
Company: [Estimated time 10:15 — 12:00]

A.

Premium and plan design alternatives for TRS-Care, the retiree health benefits
program, including the three standard plans, the fully-insured Medicare Advantage
Plans, and the Medicare Part D Plans.

Premium and plan design alternatives for TRS-ActiveCare, the active member
health benefits program, including the preferred-provider organization (PPO) plan
options.

Discuss and receive an update on the Joint Legislative Committee's proceedings on TRS
Health Benefits Plans — Brian Guthrie and Katrina Daniel. /Estimated time 12:00— 12:30]

Discuss and receive a financial update on the following matters — Don Green: [Estimated
time 12:30—1:15]

A.

Receive an overview of proposed the administrative operations budget for fiscal
year 2017.

Discuss development of TRS’ Legislative Appropriations Request (LAR) for the
2018-2019 biennium.

Consider personnel matters, including the appointment, employment, evaluation,
compensation, performance, duties, discipline, or dismissal of the Executive Director,
Chief Investment Officer, or Chief Audit Executive — David Kelly.

Consult with the Board's attorney(s) in Executive Session on any item listed above on
this meeting agenda as authorized by Section 551.071 of the Texas Open Meetings Act
(Chapter 551 of the Texas Government Code) — David Kelly.






Minutes of the Board of Trustees
April 7, 2016

The Board of Trustees of the Teacher Retirement System of Texas met on April 7, 2016 in the
boardroom on the fifth floor of the TRS East Building offices at 1000 Red River Street, Austin,
Texas. The following Board members were present:

David Kelly, Chair

Nanette Sissney, Vice-Chair
Todd Barth

Karen Charleston

David Corpus

Christopher Moss

Anita Palmer

Dolores Ramirez

Others present:

Brian Guthrie, TRS
Ken Welch, TRS
Carolina de Onis, TRS
Chris Cutler, TRS
Katrina Daniel, TRS
Britt Harris, TRS
Jerry Albright, TRS
Ronnie Bounds, TRS
Chi Chai, TRS

Dan Junell, TRS
Lynn Lau, TRS

Adam Fambrough, TRS

David Cook, TRS
Patrick Cosgrove, TRS
Katy Hoffman, TRS
Karen Marino, TRS
Hugh Ohn, TRS

Mike Pia, TRS

Heather Traeger, TRS

Dr. Keith Brown, Investment Consultant

Steve Huff, Reinhart Boerner Van Deuren

Steve Voss, Aon Hewitt

Mike McCormick, Aon Hewitt

Michael Johnson, Bridgepoint Consulting

Jay Masci, Provaliant

Ted Melina Raab, Texas American Federation of Teachers
Joni Lozano, Caremark

Jim Baker, UniteHere

Nick Arnold, Humana

Maggie Parker, Aetna

Ann Fickel, Texas Classroom Teachers Association

Philip Mullins, Texas Retired Teachers Association

Josh Sanderson, Association of Texas Professional Educators
Brad Keoun, McGraw Center

Mr. Kelly called the meeting to order at 9:20 a.m.

1. Call roll of Board members.

Ms. Lau called the roll. A quorum was present. Mr. Colonnetta was absent.

2. Consider the following administrative matters — David Kelly:
A. Welcome new trustees, if applicable.

The Board did not take up agenda items 2A.

B. Excuse Board member absences from the February 24-26, 2016 Board
meeting.

On a motion by Mr. Barth, seconded by Mr. Moss, the Board unanimously voted to excuse the



absences of Board members from the February 24-26, 2016 Board meeting, including the absences
of Mr. Barth and Mr. Moss on February 24-26 and Mr. Colonnetta and Ms. Ramirez on February
26.

C. Consider approval of the February 24-26, 2016 proposed meeting minutes.

On a motion by Ms. Sissney, seconded by Ms. Palmer, the Board unanimously adopted the
proposed minutes of the February 24-26, 2016 Board meeting.

D. Consider the election of the Board Vice-Chair.

E. Consider consenting to the Board Chair's appointment of committee
members, and receive the Board Chair's public announcement of committee
chairs.

F. Consider setting, rescheduling, or canceling future Board meetings.

G. Recognize the service of outgoing trustees, as applicable.

The Board did not take up agenda items 2D-G.
3. Provide an opportunity for public comment — David Kelly.

Mr. Jim Baker of UniteHere addressed the issue of private equity fee disclosure and expressed his
concerns about the transparency of Leonard Green and Partners’ private-jet travel expenses. He
stated that Leonard Green and Partners was currently the manager of one of TRS’ private equity
investments. Mr. Harris confirmed for Mr. Kelly that TRS had an audit protocol in place for
reviewing expenses claimed by investment managers. He stated that Leonard Green had been a
successful manager and staff would review their expenses and ensure that the firm was not
charging TRS for private-jet travel expenses. Ms. de Onis stated that TRS' investment agreements
and side letters exclude those types of expenses from reimbursement.

4. Review and discuss the Executive Director's report on the following matters — Brian
Guthrie:
A. Administrative operational matters, including updates on financial, audit,

legal, staff services, board administration, special projects, long-term space
planning, strategic planning matters, and procurements associated with the
Financial System Replacement Project.

B. Board operational matters, including a review of draft agendas for upcoming
meetings.
C. Event notices or reminders; holiday and other schedules of interest; board

member, employee or other individual recognitions; and expressions of
thanks, congratulations, or condolences.
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Mr. Guthrie introduced Mr. John Hryhorchuk from the Governor’s Office and Mr. Trevor
Simmons from the Legislative Budget Board. He also advised the Board that a French television
station would be filming the meeting for a documentary relating to public pension plans.

Mr. Guthrie reminded Board members that their personal financial statement forms were due by
May 2.

Mr. Guthrie noted his participation in a Pension Bridge Annual CEO panel discussing challenges
facing public pension plans. He also provided the Board a draft agenda of the CEM Global Pension
Administration Conference to be hosted by TRS in May 2016.

Mr. Guthrie reviewed interim hearings held by the House Pensions Committee, House Insurance
Committee, and Senate Finance Committee. He also reported on the hearing before the Joint
Interim Committee to Study TRS Health Benefit Plans. He gave a brief preview of upcoming
meetings with the Senate State Affairs Committee and House Pensions Committee. Mr. Guthrie
also described trending issues relating to pension funds and health care plans.

Mr. Guthrie provided an overview of the upcoming Board meeting agendas.

Mr. Kelly announced that the Board would go into executive session on agenda item 4A under §
551.071 of the Government Code to consult with legal counsel about the Financial Systems
Replacement Project. He asked all members of the public and staff not needed for the executive
session to leave the meeting room and take their belongings with them.

Whereupon, the open session of the Board meeting recessed at 9:50 a.m. to go into executive
session.

The Board meeting reconvened in open session at 10:33 a.m.
S. Discuss the following investment matters:

A. Fourth Quarter 2016 Performance Review — Steve Voss and Mike Comstock,
Aon Hewitt.

Mr. Voss presented the trust performance summary for the fourth quarter of 2015, including
market returns, market value change, asset allocation, and total fund performance. Mr. Voss
described for Dr. Brown the information provided to Board members about the compliance checks
on the trust’s asset allocation relative to Board-approved policy targets. Mr. Voss discussed with
Mr. Barth and Mr. Harris the organization and recent underperformance of the Risk Parity
Portfolio. Mr. Voss described for Dr. Brown the involvement of the strategic partners in the Risk
Parity Portfolio.

Mr. McCormick presented the total fund attribution for the trailing one-year period and risk profile.
Responding to a question from Dr. Brown regarding the peer comparison and whether the risk
profiles of the peers were being factored into the comparison, Mr. Voss stated that all the peers
and their risk profiles were not identified and the current comparison was based on a reasonable
peer universe with some outliers. He also confirmed that endowments were not included in the
peer universe. Per Mr. Kelly’s request, Mr. Harris described the current trust liquidity position.
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B. Quarterly Strategic Partner Update — Mike Pia.

Mr. Pia provided an update on the Strategic Partnership Network and research projects involving
the program. He explained for Dr. Brown the methodology TRS used to evaluate strategic partners.
He confirmed for Dr. Brown that managers would be reevaluated after multiple periods of
underperformance. He also confirmed for Mr. Kelly that staff could implement a mechanism to
track and report to the Board how long the private-market strategic partners held particular
investments in their portfolios.

C. Seventh-Year Anniversary of the Bull Market — Britt Harris.

Mr. Harris provided a historical overview of bull and bear market cycles and how they have
impacted the TRS fund. He highlighted the bull market cycle that began in 2009. He also discussed
the key US economic environment and the global economic statistics over the past seven years.

The Board recessed at 12:10 p.m. to conduct committee meetings. After the recess, the Board
meeting reconvened at 2:08 p.m.

3. Provide an opportunity for public comment — David Kelly.

Mr. Tim Lee of Texas Retired Teachers Association (TRTA) expressed his appreciation for TRS
and the good investment returns it was generating. He discussed with Mr. Kelly the current total
size of pension fund and the recent volatility in the markets. Mr. Lee noted that TRTA would hold
its annual convention the following week in Houston. Ms. Palmer also expressed her appreciation
to Mr. Lee for testifying at the Joint Legislative Committee on TRS health benefits.

6. Review the report of the Audit Committee on its April 7, 2016 meeting and consider
amendments to the Audit Plan for Fiscal Year 2016 — Committee Chair.

Mr. Moss, Committee Chair, provided the following committee report:

The Audit Committee met at 8:00 a.m. on Friday, April 7, 2016 in the Fifth Floor Boardroom. The
State Auditor's staff presented the results of the TRS financial audit for Fiscal Year 2015 and the
net pension liability for the beginning of Fiscal Year (FY) 2014. Myers & Stauffer representatives
provided reports on the results of two projects relating to SharePoint governance and security, and
wireless network security. The Internal Audit staff presented the results of investment controls
testing for external public markets and public strategic partnership and research, quarterly
investment testing, status of prior audit and consulting recommendations and audit administrative
matters. The committee approved a recommendation to the Board of Trustees to revise the FY
2016 audit plan. Provisions to the plan include changing the benefits testing from semiannual to
annual project and adding a new project to test the executive performance incentive pay
calculations.

On a motion by Mr. Moss, the Board voted to unanimously adopt the proposed changes to the FY
2016 audit plan.
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7. Review the report of the Investment Management Committee on its April 7, 2016
meeting — Joe Colonnetta.

Mr. Corpus provided the following committee report:

The Investment Management Committee met on April 7, 2016. The first presentation given was a
review of internal public markets, which was presented by Chi Chai, Patrick Cosgrove, and KJ Van
Ackeren. Following, there was a review of the trading management group presented by Bernie
Bozzelli, Jaime Llano, and Steve Patterson.

8. Review the report of the Risk Management Committee on its April 7, 2016 meeting —
Committee Chair.

Ms. Charleston, Committee Chair, provided the following committee report:

The Risk Management Committee met on April 7, 2016. A presentation was given on the review
of the Investment Risk Report, which was presented by Jase Auby.

9. Review the report of the Policy Committee on its April 7, 2016 meeting and consider
the following — Committee Chair:

A. Consider adoption of proposed amendments to TRS Rule § 31.1, relating to
Definitions (concerning Substitute Service) in Title 34, Part 3 of the Texas
Administrative Code.

B. Consider adoption of amendments to the Authority to Approve and Sign
Vouchers resolution.

Mr. Corpus provided the following committee report:

The Policy Committee met on April 7, 2016. The Committee approved the proposed minutes of
the November 19, 2015 meeting. The Committee recommended to the Board adoption of proposed
amendments to TRS rule section 31.1, relating to the definition of substitute service. The
Committee conducted the required comprehensive review of the Authority to Approve and Sign
Vouchers Resolution. The Committee recommended that the Board update the resolution to reflect
recent TRS staffing changes.

On a motion by Mr. Corpus, the Board unanimously adopted the proposed amendments to TRS
rule section 31.1 as recommended by the Policy Committee.

On a motion by Mr. Corpus, the Board unanimously adopted the proposed amendments to the
Authority to Approve and Sign Vouchers Resolution as recommended by the Policy Committee.

10. Review the report of the Benefits Committee on its April 7, 2016 meeting and consider
the appointment of the Active Auxiliary position on the Retiree Advisory Committee
— Committee Chair.

Ms. Palmer provided the following committee report:
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The Benefits Committee met on April 7, 2016. The Committee approved the proposed minutes of
its November 19, 2015 meeting. The Committee received a report on the March 8, 2016 meeting
of the Retirees Advisory Committee. The Committee then recommended to the Board a nominee
to fill the open active auxiliary personnel position. The nominee for that position is Andrea Avery.

The Committee also discussed the role of the Medical Board in the procurement of services for a
Medical Board appointments. The Committee directed staff to discuss with Dr. Larry Wilson the
renewal of his contract as a Medical Board appointee. Staff will bring the item back in June for
consideration by the Board.

On a motion by Ms. Palmer, the Board unanimously appointed Andrea Avery to the active
auxiliary personnel position on the Retirees Advisory Committee.

11. Consider a one-year extension of the contract with Gabriel, Roeder, Smith &
Company for health benefits consulting services — Katrina Daniel.

Mr. Guthrie introduced this item by explaining that, under the new Procurement Policy adopted
by the Board, the Board could authorize renewals or extensions of contracts without requiring a
new procurement if the Board determined that the renewal or extension served TRS’ best interest.
He stated that Gabriel, Roeder, Smith & Company had been a great partner with TRS for decades.
He explained that, given all the work involving the Joint Interim Committee to Study TRS Health
Benefit Plans and the additional work that would be needed going into the legislative session, staff
believed that it would be in TRS’ best interest to continue the contract with GRS until after the
session was over and the studies were completed. After that, he said, the Board and staff could
consider a longer-term procurement of related services. Ms. Daniel presented staff's
recommendation that the contract for health care consulting and actuarial services be extended for
one more year. Mr. Welch explained that the extension would synchronize GRS' health-care-
consulting-actuarial services contract with the firm's pension-consulting-actuarial-services
contract and would place any new procurement between legislative sessions to avoid the need to
make changes to vendors in the middle of a session.

On a motion by Mr. Moss, seconded by Mr. Corpus, the Board unanimously voted to approve the
following resolution as recommended by staff:

Whereas, Chapter 1575, Insurance Code, authorizes the Teacher Retirement System of Texas
("TRS"), as trustee, to implement and administer the uniform group health benefits program under
the Texas Public School Retired Employees Group Benefits Act ("TRS-Care”), as described in the
statute;

Whereas, Chapter 1579, Insurance Code, authorizes the TRS, as trustee, to implement and
administer the uniform group health benefits program under the Texas School Employees Uniform
Group Health Coverage Act ("TRS-ActiveCare”), as described in the statute;

Whereas, During its June 2008 meeting, the TRS Board of Trustees ("Board”) authorized a
contract with Gabriel, Roeder, Smith & Company (“GRS") to provide health care consulting and
actuarial services to TRS and the Board;

Whereas, Effective September 1, 2008, TRS entered into a contract (“Current Contract”) with GRS
to provide health care consulting and actuarial services to TRS and the Board;
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12.

Whereas, The Current Contract is set to expire on August 31, 2016;

Whereas, TRS staff recommends that the Current Contract be extended for an additional one (1)
year period, effective from September 1, 2016 through August 31, 2017, along with any additional
changes to the Current Contract that the Executive Director deems, in his discretion, to be
appropriate or necessary;

Whereas, The Board desires to adopt the recommendations of TRS staff; now, therefore, be it

Resolved, That the Board, pursuant to Chapters 1575 and 1579 of the Insurance Code, hereby
authorizes a one-year extension (from September 1, 2016 through August 31, 2017) of the Current
Contract with GRS, along with any additional changes to the Current Contract that the Executive
Director deems, in his discretion, to be appropriate or necessary, subject to negotiation and
execution of a final agreement;

Resolved, That the Board finds that the requested one-year extension of the Current Contract
continues to provide the best overall value to TRS and serves the best interests of TRS; and

Resolved, That the Board hereby authorizes the Executive Director or his designees to negotiate,
with the assistance and advice of legal counsel, a one (1) year extension, effective from September
1, 2016 through August 31, 2017, of the Current Contract with GRS to provide health care
consulting and actuarial services to TRS and the Board, along with any additional changes to the
Current Contract that the Executive Director deems, in his discretion, to be appropriate or
necessary; and, if negotiations are deemed by the Executive Director, in his discretion, to be
successful, then the Executive Director is hereby authorized to execute the one (1) year extension
of the Current Contract with GRS on such terms and conditions as the Executive Director deems,
in his discretion, to be in the best interest of TRS, and further to execute and deliver all such other
documents that the Executive Director may deem necessary or appropriate to effect this resolution,
as conclusively evidenced by the taking of the action or the execution and delivery of the
documents, and to incur, approve and pay any budgeted expenses or costs reasonably necessary
or advisable with respect to such contract extension, it being understood that the Board’s approval
of a contract extension pursuant to this resolution shall not be construed as a binding agreement
or obligation to extend the Current Contract, and there shall be no binding agreement among the
parties until a full and final written contract extension is negotiated and signed by both parties.

Receive and discuss a presentation from the TEAM Program Independent Program
Assessment (IPA) Vendor — Michael Johnson, Bridgepoint Consulting.

Mr. Johnson updated the Board on the scorecard and observations for the Independent Program
Assessment (IPA). He reported no new observations or changes to the scorecard for this reporting
period. He discussed the project-execution risk areas and provided a brief update on the budget
and schedule. Mr. Welch noted that the $4.1 million cost of seven change orders related to the Line
of Business (LOB) project had not increased the overall amount of the contract budget because it
was paid by a portion of the contingency the Board had directed staff to place in the budget. The
$13 million increase in the overall budget, he noted, resulted from extending the life of the schedule
and included the cost of TRS staff and contractors.
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13.  Receive and discuss an update on the TEAM Program, including a demonstration of
benefit estimation and an update on the Website Redesign Project — David Cook,
Adam Fambrough, Sunitha Downing, Rachael Hill, Howard Goldman, and Jay Masci
(Provaliant).

Mr. Masci updated the Board on the progress of the TEAM Program and its projects, including
Line of Business (LOB), Quality Assurance, and Business Procedures and Training. Mr. Cook
provided a brief update on the overall TEAM program budget and cost. Mr. Fambrough provided
an update on the LOB project. He reported on the progress of testing and data migration, quality,
and assessment. He also reported that the Reporting Entity Portal certification environment had
been deployed and training for benefit reporting staff was going well. He discussed measures staff
had taken to address concerns raised by reporting entities about the additional data they must
provide. He confirmed for Ms. Sissney that all training sessions were conducted through the
Service Centers. Mr. Fambrough then provided a brief demonstration of the TRUST system.

Ms. Downing and Ms. Hill presented information on user acceptance testing (UAT). Ms. Downing
stated that the purpose of the UAT was to determine whether TRS was able to conduct business
effectively and efficiently after the TRUST system went live and to provide users a chance to
familiarize themselves with the TRUST system and its processes. She described the steps of the
UAT. Ms. Hill then laid out the timeline for the UAT project and explained the difference between
the 1A UAT and 1B UAT phases and the lessons staff learned from the 1A UAT.

Mr. Goldman updated the Board on the website redesign project, presented the new website page
design and layout, and demonstrated its new features.

14. Review and discuss Deputy Director’s report, including matters related to
administrative, financial, and staff services operations — Ken Welch.

Mr. Welch discussed recent operational matters. He said that a higher call volume had arisen in
the last month because of legislative changes affecting the annuity payroll date and compensation
reporting requirements. Ms. Pearson stated that eleven staff members from the Benefit Processing
team had helped out the Benefit Counseling team in handling approximately 1000 calls over a two-
and-half-day period. Mr. Welch also updated the Board on the scheduling of the office visits.

Mr. Welch highlighted the efforts to improve building security and to assess the quality of call-
center performance. He also noted the following initiatives to improve the technology of certain
administrative processes: automating the investment incentive pay plan calculation; evaluating the
cloud-based call solution; the new K2 workflow solution for internal form submission; and
electronic signing capability. He also reported that Mr. Don Green, Ms. Cindy Haley, and he would
serve as instructors at the Texas Fiscal Officers Academy, a statewide program to train future
financial professionals in the state of Texas and Mr. Jim Pinkard had been selected to be a
participant in that program.
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15.  Review and discuss the Chief Financial Officer’s report, including matters related to
a mid-year budget analysis, a cash flow report and a review of the annual budget and
Legislative Appropriations Request development process — Don Green.

Mr. Green provided the FY 2016 mid-year operating budget review by fund, division, expense,
and category. He highlighted a new report for the London office and described its current budget
and expenses. He stated that the London office was part of the Investment Management Division
budget. He also provided an update on the capital projects. Mr. Green amended the capital carry
forward amount reported on two of the summaries.

Mr. Green reviewed the processes and timelines for the development and consideration of the
annual operating budget and legislative appropriations request.

Mr. Green concluded his presentation with an overview of the current state budget.

16. Receive and discuss the report of the Chief Benefit Officer and consider related
action, including — Barbie Pearson:

A. Approve proposed minutes of the January 2016 Medical Board meeting.

Ms. Pearson presented the minutes of the January 12, 2016 Medical Board meeting. On a motion
by Mr. Moss, seconded by Ms. Sissney, the Board unanimously approved the minutes of the
Medical Board meeting as presented, thereby ratifying the actions of the Medical Board reflected
in those minutes.

B. Approve the list of members qualified for retirement for December 2015
through February 2016.

Ms. Pearson presented the list of members and beneficiaries receiving initial benefit payments
during the period from December through February 2015. On a motion by Ms. Palmer, seconded
by Ms. Ramirez, the Board unanimously approved the list of members and beneficiaries who
qualified for retirement, disability, Deferred Retirement Option Plan (DROP), Partial Lump Sum
Option (PLSO), survivor, or death benefits initiated during the reporting period.

17.  Review the report of the General Counsel on pending and contemplated litigation,
including updates on litigation involving benefit-program contributions, retirement
benefits, securities, health-benefit programs, and open records — Carolina de Onis.

Ms. de Onis stated that she had no material development regarding litigation to report to the Board.

18.  Consider personnel matters, including the appointment, employment, evaluation,
compensation, performance, duties, discipline, or dismissal of the Executive Director,
Chief Investment Officer, or Chief Audit Executive — David Kelly.
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19. Consult with the Board's attorney(s) in Executive Session on any item listed above
on this meeting agenda as authorized by Section 551.071 of the Texas Open Meetings
Act (Chapter 551 of the Texas Government Code) — David Kelly.

The Board took up no further business under agenda items 18 and 19.

The meeting was adjourned at 4:00 p.m.

APPROVED BY THE BOARD OF TRUSTEES OF THE TEACHER RETIREMENT SYSTEM OF TEXAS ON THE
13TH DAY OF MAY, 2016.

ATTESTED BY:

Dan Junell Date
Secretary to the TRS Board of Trustees
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* Update on Performance Goals for FY 2016.
= General Updates.

= Upcoming agendas.




Update on Performance Goals




Update on Performance Goals

Performance Strategic Plan Key Performance
.. Goal ) Status
Category Objective Indicator
Operational Objective G2.01: Advance TEAM Program | TEAM program moves | In Progress — The first of three major milestones of the
Excellence Implement modern forward on schedule or | TEAM Program — Phase 1A — has launched and reporting

pension and benefit
information systems
that allow TRS staff to
serve our members and
deliver accurate
benefits effectively and
timely by August 2018.

with minimal delays.

entities are being certified on the TRUST system. Phase
1B is scheduled to launch by September 2017. Phase 2
is getting underway with a planned “go- live” date of
May 2018.

G2.02: Continuously
improve quality of work
and customer service
levels for our
participants.

Maintain and enhance
stakeholder
communication.

Increased instances
using diverse means of
communication with
stakeholders.

In Progress — The web site redesign is underway with
responsive design to make it mobile friendly. Social
media presence greatly increased. For example, You
Tube views of TRS videos went from 376 in Jan 2012 to
89,220 in April 2016.

Implement records
management
improvement

Progress through the
identified steps of the
records

management
improvement program
for FY 16

In Progress — Staff is procuring a vendor to provide
technical knowledge and software for the records
management improvement program. A request for
proposals (RFP) has been issued and responses are being
analyzed and scored. Staff expects to have a contract
finalized and the vendor on site by the end of the fiscal
year. The email retention policy has been developed
and is under review. Adoption is expected by the end of
the fiscal year.




Performance
Category

Strategic Plan
Objective

Goal

Key Performance
Indicator

Status

TRS Leadership

G4.02: Develop an
effective
recruitment/retention
strategy and a
competitive total
rewards package.

Attract, retain and
develop a highly
competent staff.

Increased instances of in-
house learning opportunities

In Progress — Lyda.com online learning has been rolled out
to the agency. Also, the Leadership Development Program
is studying development of an Employee Continuing
Education Program.

Consolidate business unit
training functions.

Complete — Benefits and HIB counselor training has
transitioned to HR along with Quality Assurance.

Continue to be an employer
of choice

In Progress - Employee Engagement Survey has been
conducted. Results will be available soon.

G4. 01: Develop and
maintain a desirable
work environment.

Provide a physical
work environment
that enhances
productivity.

Enhanced use of currently
available office space.

In Progress - The 5t floor remodel to better use space and
add conference rooms is complete. The 6% floor has been
outfitted as a TEAM training space. An architect will be
onsite this summer to assess options for remodeling the
counseling area.

Increased participation in
remote work.

Complete — Six month pilot concluded in June 2015. Since
then, the program has expanded from 22 employees to 75
who remote work 1-3x per week.

G.2.03.51: Provide
(TRS) mission-centric
and broader
communication to
stakeholders.

Maintain and
increase TRS national
profile.

Successfully participate in
national pension and
investment organizations
and identify additional TRS
leadership opportunities.

In Progress - Currently serving as NASRA Region IV Regional
Vice President. Have applied for a NASRA Board officer’s
position. Also, serving as member of the NCTR Executive
Committee.

Investment
Management

G.1.01: To manage an
actuarially sound
retirement system
that maintains an
amortization period
of less than 31 years.

Sustain a financially
sound pension trust
fund.

Successful London office
opening that results in
additional investment
opportunities.

In Progress — Tricot is fully staffed with relocations and
infrastructure in place. Tricot identified and conducted due
diligence on two principal investments totaling $300 million,
which TRS then invested in. Tricot has also vetted 18
principal investments across both private equity and real
assets representing approximately $2 billion in potential
investments.

Continued development of
investment knowledge.

Planned — Claritas Certification planned for fall 2016.

Address IMD succession.

Planned — Discussions planned for summer 2016.




Performance
Category

Strategic Plan
Objective

Update on Performance Goals

Goal

Key Performance

Indicator

Status

Benefit Services

G2.03.52: Continue to
improve inquiry
responsiveness to help
participants make better
financial, retirement and
healthcare decisions.

Build and maintain
strong, customer-
focused
relationships.

Develop customer

education programs on
retirement and health

care matters.

In Progress — Developing 15 videos on financial
awareness with separate tracks for early and mid/late
career members. Also, two health care videos and a
health care specific newsletter planned.

G.2.02.51: Explore, review
and consider relevant
industry benchmarks that
encourage service
excellence.

Continue to
improve quality of
work and customer
service levels for
our members.

Oversee

implementation of new
performance measures

in Benefit Processing.

Complete — Benefit Processing metrics were recently
overhauled for the first time in 20 years.

Health Care G3.02: Research and Facilitate access to | Assist with legislative In Progress — Testified at two hearings thus far of the
communicate the merits of | competitive, health care studies. Joint Legislative Committee. Regularly serving as a
varied solutions that reliable health care legislative resource on health care matters.
contribute to the long-term | benefits for our Solicit input from Complete — Held health care town hall at TRS
sustainability of access to members. Focus on | member and Headquarters in October and a special called meeting on
healthcare for our both health care constituent health care in Dallas in December to solicit public input
participants. programs. organizations on on issues related to TRS health benefit plans.

healthcare.
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General Updates




General Updates

= CEM Conference Review.
= NCTR Trustee Training — July 24-27, Berkeley, CA.

= Thank you, Lynn Lau.




Upcoming Agendas




Upcoming Agendas

June 16-17, 2016 Major items (2 Day Quarterly):
= Report on Q1 Earnings.
= TRS-Care Medicare Advantage Procurement.

= TRS-Care and TRS-ActiveCare Rates and Plan
Design Adoption.

= FY 2017 ED Goals and readopt the Executive
Incentive Pay Plan.

Committees
= Audit Committee Meeting
* Receive report on Incentive Pay Plan Audit.
* Receive a report on the TRS-ActiveCare Open

* |nvestment Management Committee Meeting

Enrollment and Billing Readiness Review. °  Private Equity Review.
= Benefits Committee Meeting *  Real Assets Review.
«  Recommend adoption of TRS-Care and TRS- * Energy and Natural Resources Portfolio.
ActiveCare Rates and Plan Design. *  Private SPN Update.
= Budget Committee Meeting = Risk Management Committee Meeting
«  Preview FY 2017 Budget and FY 18-19 * Enterprise Risk Management Update.
Legislative Appropriations Request (LAR). = Policy Committee Meeting

) * Items TBD. ﬂRS




Upcoming Agendas

July 29, 2016 (1 Day Off Quarter):

= Evaluate Executive Director and Chief Audit
Executive.

= Provide input on evaluation of Chief
Investment Officer.

= Adopt FY 2017 Budget.
= Review final 2018-2019 LAR.

Commiittees
Budget Committee Meeting

* Recommend adoption of FY 2017 Budget.







TRS Health Benefit Programs
Premium and Plan Design Alternatives

Katrina Daniel, William Hickman, Amy Cohen, and Eric St. Pierre
May 13, 2016




Discussion ltem Outline

= Discuss concepts around plan cost saving
strategies for FY 2017

« Revenue generation — premium increases, out-of-
pocket increases

e Cost reduction — network limits, enhanced
management

= Discuss plan specific intervention targets
« TRS-Care — sufficient funds
 TRS-ActiveCare — sufficient reserves

= General guidance from board to staff



High Impact

Member Impact

Low Impact

Plan Options

Premiums

* Larger premium increases (8-15%)

Plan Design

* Larger increases to deductibles, maximum
out-of-pocket limits, copays

* Mandatory Medicare Advantage Plan (TRS-
Care Part A&B enrollees)

Provider Access

* Narrow pharmacy network

* Narrow prescription drug formulary

Premiums

* Small premium increases (3-8%)

* Smoking surcharge

Plan Design

* |Incremental increases to deductibles,
maximum out-of-pocket limits, copays

Provider Access

* Narrow prescription drug formulary

* Narrow medical network by attribution
(PCMH)

* Primary Care Provider model

Plan Design
* Mandatory Medicare Part D Plan (TRS-Care

Part A or B enrollees)
Provider Access
* Mandatory Mail Order
* Narrow medical network in
urban/suburban areas (ACOs)
* High cost drug steerage

Low Savings Estimated Plan Savings High Savings




TRS-Care

= Target — ensure sufficient funds to complete
FY2017

» Retiree contribution increase needed without any other
plan changes: 20 percent

 Considerations

- Legislative Budget Rider: Legislative Intent
Relating to Retiree Health Insurance Premiums. It
IS the intent of the Legislature that the Teacher
Retirement System Board of Trustees shall not
increase retiree health insurance premiums for the
2016-17 biennium.

- Grandfather status of the plan under the federal
Affordable Care Act.



TRS-Care

Estimated FY2017

Option Savings
PREMIUMS

Each +5% Retiree premium contribution (up to a maximum of +15%) $20.8 M
+$15 per month for Medicare Advantage enrollees S13.0 M

MEDICAL PLAN

Increases to deductibles, out-of-pocket maximum & copay

$13.3 M -528.2 M

Mandatory Medicare Advantage effective 1/1/2017 S25 M
PRESCRIPTION DRUG PLAN
Increase in copays S5.5 M

Mandatory Part D Plan effective 1/1/2017

S5.5M-5$6.5M

Tiered pharmacy networks

S6 M-S10M

Mandatory Mail Order (traditional plans only)

S8M-S10M




TRS-ActiveCare

= Target — ensure sufficient reserves for FY2017

* Average member premium increase needed without
any other plan changes: 15-16 percent (gross
premium: 8-10 percent)

« Considerations
- No opportunity to change state contribution

- District contribution over minimum requirement
limited to certain districts

- Minimal ability to increase out-of-pocket costs —
already near maximums allowed under the Affordable
Care Act



TRS-ActiveCare

Estimated FY2017

Option Savings
PREMIUMS

+6.0% in Gross Premiums S$114 M
+9.7% in Gross Premiums S182 M
MEDICAL PLAN DESIGN

Increase maximum out-of-pocket limits S3 M
PHARMACY PLAN DESIGN

Increase in Retail Maintenance drug copays by S5 -S15 S1.9M-S5.2 M
Mandatory Mail Order S26 M
Adoption of 340B pharmacy network $800,000
Advanced Control Specialty Formulary S2M







Teacher Retirement System of Texas

Financial Update

Don Green, Chief Financial Officer

Board of Trustees Meeting
May 13, 2016




Pension Trust Fund

Cash Disbursements

| _FY2015 | FY2016

September S8,329,726 S8,735,650 S405,924
October 8,291,727 7,623,816 (S667,911)
November 5,966,718 8,005,979 $2,039,262
December 9,042,869 6,801,315 (S2,241,554)
January 13,819,515 16,545,179 S2,725,664
February 8,004,871 9,779,078 $1,774,207
March 7,004,924 9,574,510 S2,569,585

$60,460,349 | $67,065,527 $6,605,178

* Cash disbursements totaled $103,289,422 as of August 31, 2015.

z [Ts




Recap of FY2016 Budget by Fund

Soft Dollars,
$22.1, 14%

Pension, $128.2 , ~ Healthcare,
81% $8.8, 5%

The total operating budget is $159,169,733 across all funds. Label amounts in millions.

s [Ts




Recap of FY2016 Budget by Division

Finance, $14.5, Info Tech, $18.6,
9% / / 12%
Benefits, $11.2,
7% 0 TEAM, $24.6,
15%
“~_ Healthcare, $8.8,
5%
IMD, $63.0 ,/ \ Agency Support
40% $18.4, 12%

The Agency Support Division includes executive, human resources, communications,
internal audit, strategic initiatives, risk management and legal. Label amounts in millions. F
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Recap of FY2016 Budget by Expense

Capital, $5.4, Operating costs:
239 p g .

Software
Hardware
Travel, $1.7, Postage
1% \

Printing

Equipment
Support, $6.3, Reference materials

4%

Professional fees and

services:

Contractors

Consultants

Contractual services

Support:
Rent
Bldg/equip maint

Utilities
[Ts

Label amounts in millions. Supplies




Summary of FY 2016 Budget

PENSION TRUST FUND

HEALTH BENEFITS FUNDS

Administrative i Investment TRS-Care i TRS-ActiveCare Ceftg‘isézzion
Operations i TEAM Soft Dollar (Retired Plan) i (Active Plan) Program TOTAL

REVENUES AND OTHER SOURCES : : :
Legislative Appropriations - Administrative Operations $ 78,839,990 : : : $ 78,839,990
Appropriation Balance Available for FY 2016 - TEAM* : $ 24,636,163 : : 24,636,163
Legislative Pay Raises - : : : -
Fringe Benefits Paid by the Pension Fund** 13,557,323 : : : 13,557,323
Performance Incentive Compensation Rider 11,200,000 : : : 11,200,000
Investment Soft Dollar : : 22,137,462 : 22,137,462
Reserved for Administrative Expenses : : $ 5,325,902 | $ 3,387,496 | $ 85,397 8,798,795
TOTAL REVENUES AND OTHER SOURCES $ 103,597,313 : $ 24,636,163 : 22,137,462 | $ 5,325,902 : $ 3,387,496 | $ 85,397 [ $ 159,169,733

i i i

OPERATING AND CAPITAL EXPENSES : : :
Wages and Benefits $ 62,043,717 : $ 5,722,935 : - $ 3,259,660 : $ 1,648,172 | $ 85,397 | $§ 72,759,881
Professional Fees and Services 3,384,230 : 15,424,526 : 5,447,600 1,578,000 : 1,615,750 - 27,450,106
Support Costs 5,396,123 : 20,000 : 315,200 139,972 : 91,724 - 5,963,019
Travel 1,544,598 i 30,000 i - 20,500 i 8,950 - 1,604,048
Research - E - E 1,714,115 - E - - 1,714,115
Capital Projects 5,410,000 : - : - - : - - 5,410,000
Operating Costs 14,618,645 1 3,438,702 : 14,660,547 327,770 : 22,900 - 33,068,564
TOTAL OPERATING AND CAPITAL EXPENSES $ 92,397,313 | $ 24,636,163 ' 22,137,462 | $ 5,325,902 ' $ 3,387,496 | $ 85,397 [ $ 147,969,733
Performance Incentive Compensation $ 11,200,000 ' ' ' $ 11,200,000

TOTAL OPERATING AND CAPITAL EXPENSES I : :
INCLUDING PERFORMANCE INCENTIVE COMPENSATION $ 103,597,313 | $ 24,636,163 i 22,137,462 | $ 5,325,902 $ 3,387,496 | $ 85,397 [ $ 159,169,733

Percentage Increase/(Decrease) from FY 2015 Budget 7.45% I 6.28% : -33.09% 16.40% : 1.11% -58.85% -1.02%

* Legislative appropriations for the biennium are $40.3 million.
**Includes estimated Employer Retirement Contributions, Employer FICA Contributions, Employer Health Insurance Contributions, and

Benefit Replacement Pay.
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FY 2016-17 Appropriations

Appropriated Appropriated

Strate Variance
BY FY 2016 FY 2017

Public Education Retirement $1,551,265,878 $1,582,291,196 $31,025,318
Higher Education Retirement 222,920,462 231,758,217 8,837,755
Administrative Operations 119,188,758 77,162,229 (42,026,529)
TRS Care State Matching 278,304,826 283,870,923 5,566,097
Total $2,171,679,924 $2,175,082,565 $3,402,641
FTEs 503.3 503.3

7 [Ts




FY 2017 — Key Points

The request will represent the FY 2017 portion of the FY16-17 biennial legislative
appropriations request (LAR) for TRS which was approved by the board in July 2014.

The request for increases above FY 2016 budget levels includes items previously
approved in the LAR:

* Proposed merit funding; 5% for IMD and 3% for Red River ($1.8 million)

* Funding for cost escalators: utilities, leased space, postage, and growth in
employee and retiree healthcare contributions ($1.3 million)

* Non-TEAM capital projects ($6.5 million, $4.6 million from FY 2016 lapse)

There have been requests for additional FTEs, but at the current time staff are only
recommending the addition of:

* Funding for 7 additional health care staff for workload demands and operational
oversight ($0.5 million)

The total requested from the Pension Trust Fund represents about 1/10 of a
percent of the value of the fund as of March 31, 2016. ﬂRS




Major Cost Drivers for Administrative
Operations




Pension Membership Growth

Current Retirees

1,800,000
1,600,000
1,400,000
1,200,000
1,000,000
800,000
600,000
400,000
200,000

2010 2011 2012 2013 2014 2015 2016* 2017* 2018* 2019*

*Projected based on historical trending.
) [Trs
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700,000
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300,000
200,000
100,000

Health Care Membership Growth

Care Active Care

2010 2011 2012 2013 2014 2015 2016* 2017* 2018* 2019*

*Projected based on historical trending.
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Phone Calls Answered

563,234

>04,998 486,472

429,171

2009 2010 2011 2012 2013 2014 2015 2016* 2017* 2018* 2019*

[Ts

*Projected based on historical trending.
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Office Visits

10,088 10,149 10.020 10,153

9,300
9,100

2009 2010 2011 2012 2013 2014 2015 2016* 2017* 2018* 2019*

*Projected based on historical trending.
! TRS
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Benefit Processing

Refunds Retirements Beneficiary Claims

2009 2010 2011 2012 2013 2014 2015 2016* 2017* 2018* 2019*

*Projected based on historical trending. F
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$24.57

2012

$26.48

2013

$29.62

2014

Benefit Cost Per Member

CEM Peer cost in FY2015 was $91.85.

$30.00

$28.00 $29.00 $29.00

$24.37

2015 2016* 2017* 2018* 2019*

*Projected based on historical trending. F
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Investment Expense per Basis
Points of Net Assets

23.00 23.00
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19.75
15.94 |||

2014 2015 2016* 2017*

*Projected based on historical trending.
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Full-Time Equivalent (FTE)

Employees

487 490 503 503 503 503 518 523
—

- - = & -

FY 2012 FY 2013 FY 2014 FY 2015 FY 2016 FY 2017 FY2018 FY2019

Average FTES -=-FTE Cap

17

Excludes TEAM, interns and healthcare. FY2016 is as of 2/29/2016. F
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FY 2018-19
Legislative Appropriations Request
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TRS FY 18-19 Appropriations Issues

Solvency funding for TRS Care expected to be $1.5 - $2.0 billion
through the end of FY2019

State matching will remain at expected 6.8% contribution with
assumed payroll growth

Final request for TEAM program for phase 2 operations
expected to be in the $20 — $25 million range.

Administrative Operations

= Evaluate need for additional FTEs requested for investment
management, IT support, benefit services, and healthcare operations

= Development of the resources needed for a post TEAM transition plan
= Assessment of capital needs for new technology initiatives and efficient

space management
! TRS

= Funding for foreign office operations




Capital Budget

Repair or Rehabilitation of Buildings and Facilities

____ Project | FY14-15 | FY16-17 | FY18.19

Building Renovations

Air Handler Replacement

Pressurization of Stairwells

Sump Pump System
Upgrade

Garage Fire Suppression
Upgrade

Data Center Generator

TOTAL

20

$350,000 $1,000,000
3,597,990 0
360,000 0

0 1,200,000

0 1,500,000

0 600,000

$4,307,990  $4,300,000

$4,000,000

0

$4,000,000

provides funding to continue a multi year
effort to more efficiently utilize agency
space within the scope of our strategic
plan

replace components of the heating,
ventilating, and air conditioning (HVAC)
system that have exceeded expected
useful life with new components that are
more efficient

install pressurization fans and controls
for west building stairwell

replace components of the sump pump
system that have exceeded expected
useful life with new components that are
more efficient

replace unprotected steel piping with
corrosion resistant fire suppression
system piping

upgrade the back-up generator system
that provides power to the data center
during emergencies and power outages

TRS




| Project | FY14-15 | FY16-17 | FY18-19

Mainframe & Peripheral
Upgrades

Telecom Upgrade

Investment Systems
Upgrade

Pension Legislation

PC Workstation Refresh

Data Center Upgrade

Telephone Counseling
Ctr System Upgrade

TOTAL
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Capital Budget

Acquisition of Information Resource Technologies

420,000

790,000

370,000

200,000

700,000

SO

0

840,000

900,000

370,000

200,000

740,000

S0

0

0

900,000

740,000

0

740,000

$840,000

1,350,000

$2,480,000 $3,050,000 $4,570,000

supports upgrading and expanding the
TRS enterprise server peripherals to
reduce capacity constraints and issues
with compatibility and obsolescence

supports the upgrade, development, and
maintenance of the telecommunications
infrastructure

define, develop and implement a
Business Intelligence strategy and
program, and to migrate existing
investment accounting data

anticipates legislative changes and
supports the agency's mission and
strategic plans

project focused on upgrading outdated
hardware technology

supports upgrading TRS Data Center
facilities (i.e., HVAC, power, lighting);
hardware racks and peripherals; data
storage and Co-location strategy

supports the TRS call center assessment,
phone switch upgrade and call center

software upgrades




Next Steps

June board meeting FY 2016 budget update, draft of proposed FY 2017
Operating Budget detail

July board meeting  Approve FY 2017 operating budget and finalize items to
include in FY 2018-19 LAR




